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INTRODUCTION 


The  Task  Force  on  State  Taxation-General  Business  has  accepted 
and  been  guided  by  the  basic  objectives  adopted  by  the  Tax  Study  and 
Revision  Commission  as  a guideline  for  its  deliberations  and  were  fur- 
ther set  before  the  several  task  forces  at  the  beginning  of  their  studies. 

Those  objectives,  quoting  from  the  Commission's  interim  report, 
are  as  follows : 

"Certain  basic  objectives  or  principles  of  taxation,  can  serve 
as  guidelines  in  considering  recommendations  for  alternate  sources  of 
additional  revenue  to  meet  long-term  needs. 

Among  the  possible  broad  subjects,  or  tax  characteristics,  with 
respect  to  which  such  principles  might  be  considered  are: 

1.  Productivity  - the  capability  of  a tax  source  or  program 
to  contribute  substantially  toward  meeting  the  State  or 
local  revenue  needs;  also  the  reliability  and  predictability 
of  the  tax  yield. 

2.  Equity  - the  fairness  of  allocation  of  immediate  and 
ultimate  burden  of  the  tax,  as  a part  of  the  total  tax 
structure,  among  the  various  tax  subjects  (property, 
income,  consumption,  privilege,  etc.)  and  classes  of 
taxpayer  (corporate,  individual  by  income  bracket,  etc.), 
in  terms  of  ability  to  pay,  benefits  received  or  other 
measures  of  equity. 


1 


'I'’-; 


. isaj.! 


a"’ 


v/.Xo'l  e«  ,*■*•„ 


■ ''^ 

0-  t\  ■ t-4.-v  U,taFijf!«  ; 


■■••iri 


«S'OS>a<3a’T.'‘i 

■ - « 


i 

1 

i 

7 

j 

! 

( 

1 

3.  Economic  impact  - the  effect  of  the  tax  or  tax  program  j 

t 

on  the  state's  or  community's  competitive  position  to 
retain  and  attract  new  or  expanded  industries , or  to  meet 
other  economic  objectives. 

k.  Constitutionality  - the  prospects  that  a tax  measure  will 
withstand  court  tests  of  compliance  with  federal  and  state 
constitutional  limitations. 

5.  Simplicity  - the  relative  complexity  of  the  tax  base  or 
rate  structure,  ease  or  difficulty  of  predicting  and 
assessing  liability,  ease  of  administration  and  enforce- 
ment, from  the  standpoint  of  the  taxpayer  and  tax 
administrator . 

6.  Inter-governmental  context  - the  relationship  of  a tax 
or  tax  program  to  those  imposed  by  other  levels  of 
government,  and  to  the  responsibilities  assigned  each 
level  for  rendering  and  supporting  public  services.” 


ii 
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I.  SUIvIMARY  OF  RECOMMENDATIONS 


The  specific  recommendations  of  the  task  force  are  made  in  the 
context  of  three  broad  and  general  recommendations  relating  to  business 
tax  policy  as  follows : 

A.  The  Commonwealth's  revenue  structure  is  reorganized 
and  expanded  to  meet  the  needs  of  the  future , the 
direct  taxation  of  business  should  be  maintained  at 
a level  competitive  with  other  states  in  the  attrac- 
tion of  business  and  industry. 

B.  The  system  of  state  taxation  of  business  should  be 
streamlined,  clarified  and  simplified  and  made  as 
uniform  as  is  feasible. 

C.  The  state  taxation  of  business  should  be  shifted  to 
an  income  basis  to  the  fullest  extent  possible. 

Within  the  above  three  general  recommendations,  detailed  recom- 
mendations of  the  task  force  are  organized  according  to  problem  areas. 

The  Task  Force  recommends: 

With  respect  to  Capital  Stock  and  Franchise  Taxes: 

1.  That  studies  in  depth  be  made  by  the  Department  of 
Revenue  of  the  problems  and  the  results  of  shifting 
from  the  capital  stock  and  franchise  taxes  to  any 
of  the  following  business  taxes: 

a.  A combination  of  the  following: 

1.  A tax  on  book  net  worth  (or  equity)  at  a 
rate  to  produce  about  half  the  present 
capital  stock  tax  yield,  and 

2.  A CNI  surtax  (with  manufacturing  exemption) 
at  a rate  to  produce  the  balance  of  the 
capital  stock  tax  yield. 

b.  A tax  patterned  after  that  in  New  York  wherein  the 
corporation  pays  the  higher  of  a tax  based  on  in- 
come or  a tax  based  on  property. 
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c.  A tax  patterned  after  the  property  raeasiire  of 
the  Massachusetts  corpoi'ation  excise  tax  with 
separauion  into  tangible  and  intangible  corpora- 
tions . 

(This  recommendation  was  not  agreed  to  unanimously. ) 

2.  That,  so  long  as  the  capital  stock  tax  is  retained,  the 
manufacturing  exemption  be  ccnti;iv.3d  in  ius  present  form 
and  scope. 

3.  That  proposed  legislation  now  in  the  General  Assembly  be 
enacted  to  amend  the  capital  stock  tax  act  to  permit 
domestic  corporations  to  allocate  the  intangible  property 
portion  of  their  capital  stock  in  she  same  manner  per- 
mitted foreign  corporations  (under  the  francnise  tax  act) 
in  Pennsylvania.  Although  the  change  recommended  would 
result  in  a revenue  decrease,  it  appears  that  failure  to 
act  will  result  in  an  ultimate  equal  or  greater  tax  loss. 
(This  bill  was  passed  and  signed  by  the  Governor  in 
October. ) 

With  respect  to  Financial  Institutions: * 

1.  That  the  taxation  of  banks  and  mutual  thrift  institu- 
tions be  placed  on  an  equa].  and  uniform  basis  and  on 
as  comparable  a basis  as  possible  \r±th  income  taxation 
of  other  corporations.  The  differences  among  financial 
institutions  and  between  them  and  other  corporations  make 
it  difficult  to  accomplish  this  step  immediately  and  the 
following  steps  are  furth -V  reccmm.ended : 

a.  Replace  the  shares  tax  on  commercial  banks  and 
title  insurance  companies  with  an  excise  tax 
using  the  same  income  base  and  rate  as  is  appli- 
cable to  mutual  thrift  institutions. 

b.  As  a future  step,  restore  to  the  income  base  the 
federal  income  tax  paid.  This  is  not  allowed 
corporations  generally. 

(This  recommendation  v;as  not  agreed  to  unanimously.) 

With  respect  to  Insurance  Companies: 

1.  That  the  two  percent  tax  on  gross  premiums  be  imposed 

on  all  ins-'orance  companies,  whether  foreign  or  domestic, 
stock  or  mutual  (but  excluding  non-profit  hospital  or 
medical  and  d vital  service  corporations).  This  tax 
would  be  in  lieu  of  all  other  state  taxes  - including  the 
corporate  net  income  and  the  capital  stock  taxes. 


1 4!  '^'  >• 


• .1 


vij 


' .•‘5 } 


- 3 - 


With  respect  to  Miscellaneous  ?c::es: 

1.  That  flat  track  racing  be  endorsed  as  a potential 
revenue  source. 

2.  That  where  the  inccme  of  cooperative  associations  is 
taxed  for  federal  purposes , it  should  also  be  made 
taxable  for  Pennsyli'ania  state  purposes. 

3.  That  a state  level  tax  on  personal  property  not  be 
enacted. 

k.  That  a -'alue-added  ta'"  not  be  considered  or  enacted. 

With  respect  to  Investment  inccnui"c  ; : 

l.  That  tax  incentives  ‘'  o encourage  business  investment 
should  be  used  sparingly ^ should  be  so  designed  as 
to  afford  a significant  tax  advantage  to  industry 
when  applied,  -'nd  should  be  adopted  Arith  a.  full  con- 
sciousness of  the  effect  pn  the  state’s  revenue 
structure . 

2.  That  any  tax  incentive  far  investment  in  new  plant  and 
equipment  be  provided  in  the  form  of  a direct  investment 
credit  against  tax  liability  rather  than  a deduction 
from  the  tax  base  as  in  the  1963  act. 

3.  That  where  some  form  of  incentive  to  business  is  deemed 
necessary  in  order  to  achi^^ve  socially  desirable  objectives 
a direct  subsidy  should  be  provided  ra.ther  than  inserting 
complicating  factors  in  the  tax  structure.  However,  if 
the  methed  is  to  be  a tax  incentive,  a tax  credit  is 
preferable  to  a modification  in  the  tax  base. 

With  respect  to  Nuisance  Taxes: 

1.  That  the  corporate  loans  tax  be  eliminated. 

2.  That  the  excise  taxes  on  both  foreign  and  domestic 
corporations  be  eliminated. 

With  respect  to  Taxation  of  Interstate  Business: 


The  task  force  wishes  to  record  its  position  as  follows: 

1.  The  task  force  believes  that  the  proposed  multi- 
state compact  no::  being  initiated  and  the  proposed 
uniform  allocation  of  income  for  tax  purposes  act 
being  recoi  aended  for  adoption  by  the  states,  both 
of  which  arc  forms  of  voluxita'^y  state  action,  are  not 
adequate  solutions  for  lihe  problems  cf  taxation  of 
multi-state  corporations 
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2.  The  task  force  believes  that  Congressional  action 
is  necessary  in  order  to  resolve  the  above  tax 
problems , and  to  fix  a uniform  level  of  activity  for 
state  tax  jurisdiction  in  order  to  secure  uniform 
tax  treatment  of  interstate  corporations.  In  this 
connection,  however,  the  task  force  believes  that  any 
uniform  allocation  provisions  should  be  based  on  a 
three  factor  formula, since  the  two  factor  formula 
as  contained  in  the  present  "Willis"  bill  (H.R.  2158) 
penalizes  manufacturing  states. 

The  Task  Force  recommends : 

1.  That  Pennsylvania  take  the  lead  in  advocating  cooperation 
between  the  states  and  the  business  community  in  developing 
a sound  system  of  uniform  standards  for  taxation  of  inter- 
state business  which  can  be  enanted  by  Congress. 
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II.  CONCLUSIONS  OF  THE  TASK  FORCE 
Business  Tax  Policy 

In  the  process  of  studying  the  broad  picture  of  state  business 
taxes  in  Pennsylvania  as  well  as  the  detailed  problems  relating  to  specific 
taxes,  the  task  force  agreed  on  certain  general  policies  that  should  be 
applicable  in  the  taxation  of  business. 

Business  should  pay  its  fair  and  reasonable  share  of  state  taxes. 
These  taxes  are  owed  for  the  privilege  of  doing  business  in  the  Commonwealth 
and  as  payment  for  state  government  services  that  benefit  business  either 
directly  or  indirectly. 

The  task  force,  however,  could  find  no  directly  applicable  basis 
for  determining  the  "fair'  share  of  total  state  or  state-local  taxes  to  be 
paid  by  business.  The  "benefit  test''  justifies  business  taxes  but  it  does 
not  provide  a measure  for  the  appropriate  level  of  such  taxes. 

In  the  abstract,  considerations  such  as  the  incentive  and  dis- 
incentive effects  of  business  taxation  and  the  shifting  of  the  incidence 
of  business  taxes  would  appear  to  be  the  relevant  and  determining  criteria 
to  the  extent  that  the  benefit  test  itself  cannot  be  determinative.  These 
criteria,  however,  provide  no  more  tangible  guidance  than  does  the  benefit 
test. 

The  task  force  is  persuaded,  however,  that  these  difficulties 
with  theorectical  principles  are  in  final  analysis  irrelevant,  for  pragmatic 
ally  there  is  a compelling  and  specific  guideline  for  the  appropriateness  of 
the  burden  of  a particular  state's  taxation  of  business. 

Comparison  with  other  states  has  become  the  best  means  of  deter- 
mining the  appropriate  burden  of  taxes  impoased  on  business  by  a particu- 
lar state.  The  prime  source  of  economic  activity  in  a state  is  the  location 
and  expansion  of  industry  within  its  borders.  The  50  states  are  engaged  in 
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heavy  competition  to  attract  industry.  Tax  liabilities  are  knovn  to  be  an 
important  factor  in  industrial  location  decisions.  The  relevant  comparisons 
to  be  made  are,  of  course,  comparisons  of  total  state  and  local  tax  burdens, 
but  it  must  be  recognized  that  the  state  tax  burden  is  the  most  visible  part 
of  the  state  and  local  tax  burden.  In  structuring  its  tax  system  a state 
must  therefore  be  careful  to  keep  its  state  business  tax  burdens  reasonably 
comparable  with  those  of  competing  states,  as  well  as  keeping  its  total 
state  and  local  business  tax  burdens  reasonably  comparable.  A state  whose 
state  business  tax  burden  rises  higher  than  those  of  its  sister  states 
may  impair  its  economic  growth  even  though  its  total  state  and  local  tax 
burden  is  reasonable,  since  chambers  of  commerce  and  industrial  promotion 
agencies  in  other  states  v;ill  exploit  the  more  visible  state  level  unfavor- 
able business  tax  burden. 

While  recognizing  the  difficulty  of  filling  the  new  revenue  needs 
of  $1.3  billion  over  the  next  eight  years,  estimated  by  the  task  force  staff 
such  a need,  the  task  force  believes  that  the  business  share  on  taxes  should 
be  determined  with  a vigilant  eye  to  the  tax  situation  in  other  states  in 
order  to  maintain,  or  possibly  to  improve  Pennsylvania's  competitive  posi- 
tion. Any  attempt  to  maintain  the  present  percentage  share  of  business 
taxes  in  meeting  prospective  revenue  needs,  could  result  in  a detrimental 
increase  in  the  business  tax  burden — one  that  would  discourage  industrial 
location  and  expansion.  The  task  force  has  reached  this  conclusion  in  the 
light  of  some  indications  that  Pennsylvania's  industrial  tax  position,  though 
favorable,  has  regressed  in  the  last  few  years. 

Other  states,  faced  with  substantial  revenue  needs  are  turning 
to  broad-base  taxes,  often  both  sales  and  personal  income  taxes.  Their 
percentages  of  total  taxes  paid  by  business  are  also  declining  (Table  2). 


The  task  force  further  believes  that  efforts  to  maintain  a favorable 
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business  tax  climate  should  be  related  to  the  broad  issues  of  tax  incidence, 
tax  bases  and  rates  and  tax  administration,  not  to  so-called  tax  relief'  or 
to  detailed,  complex  and  sometimes  insignificant  incentives.  This  belief 
is  spelled  out  in  the  recommendations. 

The  task  force  also  believes  that  income  is  the  best  basis  for 
business  taxation,  the  most  equitable,  the  least  complex,  the  easiest  to 
enforce  - and  is  preferable  to  the  property  measures  now  employed  in  some 


major  business  taxes. 
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The  Capital  Stock  Tax 

Should  It  Be  Replaced? 

The  capital  stock  tax  has  often  been  attacked  as  an  outdated  and 
no  longer  desirable  part  of  the  Commonwealth's  tax  system.  As  a property 
tax,  it  is  inadequately  based  on  ability  to  pay.  The  standards  for  valua- 
tion, as  contained  in  the  law,  are  generalized  and  vague  and  are  not  imple- 
mented by  any  departmental  valuation  formulae  or  regulations.  Extensive 
discretion  is  vested  in  the  Department  of  Revenue  and  other  administrative 
agencies.  The  tax  thus  is  a negotiated  tax  with  taxing  policies  inadequately 
known  and  potential  tax  liabilities  difficult  to  anticipate.  The  Governor's 
Committee  on  Tax  Administration  in  I965  stated  its  belief  that  "the  vagueness 
with  regard  to  valuation  is  a key  problem  in  Pennsylvania's  industrial  tax 
climate,  since  new  businesses  considering  entering  the  Commonwealth  have 
difficulty  in  anticipating  their  tax  burden." 

The  capital  stock  tax  is  also  defended  for  a number  of  reasons  that 
are  significant.  The  tax  is  a stable  revenue  producer  - even  though  its  share 
of  total  revenue  has  become  less  important.  If  the  tax  were  eliminated  in 
favor  of  only  income  taxation,  certain  kinds  of  corporations  would  escape 
state  corporate  taxation  entirely,  or  nearly  so.  These  would  be  corporations, 
most  of  whose  holdings  consist  of  tax  exempt  federal  and  municipal  securities. 
Althovigh  the  potential  shift  in  tax  liability  has  not  been  analyzed  precise- 
ly, it  has  been  estimated  informally  by  the  Department  of  Revenue  that  it 
might  amount  to  as  much  as  $10  million  annually.  The  negotiated  nature  of 
the  capital  stock  tax  actually  serves  to  recognize  the  peculariarities  and 
the  problems  of  different  types  of  business  and  thus  to  produce  equity  in 
valuation.  Furthermore,  the  valuation  process  has  become  rather  generally 


understood  in  the  same  terms  by  the  state 
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administration,  by  tax  practitioners  and  by  taxpayers  alike  with 
the  result  that  there  is  now  very  little  litigation  over  valuation 
problems . 

With  recognition  of  the  pro  and  con  argiaments  Just  summarized,  the 
task  force  reached  several  conclusions. 

1.  The  vague  statutory  valuation  factors  and  the  negotiated 
nature  of  the  tax:  are  not  desirable  attributes  of  a tax 
system. 

2.  The  task  force  reiterates  its  preference  for  an  income 
basis  to  the  fullest  extent  possible  in  the  Commonwealth's 
tax  system. 

3.  Any  change  in  or  replacement  for  a tax  still  as  important  as 
the  capital  stock  tax  must  be  approached  cautiously.  Questions 
must  be  answered  concerning  the  effect  on  state  revenue 
yields  and  the  nature  and  extent  of  shifts  in  individual 
corporate  tax  liabilities.  Such  questions  can  only  be  answered 
through  detailed  analysis  of  each  proposal  by  the  Department 

of  Revenue. 

At  one  time,  Massachusetts  had  a problem  with  regard  to  the  property 
measure  of  its  corporation  excise  tax  somewhat  similar  to  Pennsylvania's 
capital  stock  tax  situation.  Valuation  for  tax  purposes  was  on  a negotiated 
basis  with  considerable  vagueness  and  uncertainty  concerning  the  methods 
and  standards. 

In  1957  the  state,  by  departmental  ruling,  established  mathematical 
formulae  to  clarify  valuation  procedures.  These  provided  a more  certain 
basis  of  valuation.  Problems  remained,  however,  an  important  one  of  which 
was  the  use  of  the  market  price  of  stock  as  a factor  in  the  formula.  This 
factor  was  outside  the  control  of  the  corporation  and  often  provided  a 


distorted  picture  of  value. 
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In  1959  a tax  commission  was  established  with  the  task  of 
recommending  a simpler  and  clearer  corporate  tax  structure  that  would 
yield  equivalent  revenue.  Following  an  in-depth  analysis  of  the  effect 
on  state  revenue  yields  and  on  individual  corporate  tax  liabilities,  a 
new  tax  was  enacted  in  I962.  Under  the  property  measure  of  the  new  tax, 
corporations  are  classified  as  tangible  property  or  intangible  property 
corporations,  the  former  being  those  10  percent  or  more  of  whose  property 
allocated  to  Massachusetts  was  tangible  property.  They  are  taxed  on  the 
basis  of  tangible  property  not  subject  to  local  taxation.  Intangible 
property  corporations  are  taxed  on  the  basis  of  their  net  worth.  The 
rate  was  fixed  originally  at  a figure  sufficient  to  produce  at  least  an 
equivalent  yield  with  provision  for  a roll-back  to  the  prior  rate  when 
the  yield  would  permit.  The  roll-back  occurred  after  the  first  year. 

It  must  be  stated  that  this  is  necessarily  an  oversimplified  version  of 
the  new  tax. 

Such  a tax  change  might  or  might  not  be  appropriate  for  Pennsylvania. 
More  study  would  be  required  for  a valid  answer.  In  addition  to  consider- 
ation of  the  tax  itself,  as  a change  from  a prior  tax  similar  to  our 
capital  stock  tax,  the  purpose  of  this  discussion  is  to  illustrate  the 
procedures  by  which  a state  with  a comparable  problem  with  one  tax 
was  able  to  accomplish  the  change. 

The  task  force  believes  that  the  problems  of  the  capital  stock  tax 
that  have  been  discussed  warrant  in-depth  study  of  possible  alternatives. 
Manufacturing  Exemption 

The  capital  stock  (and  franchise)  tax  is  a potential  deterrent  to  the 
decision  of  manufacturing  or  research  and  development  industries  to 
locate  in  the  Commonwealth.  It  is  a property  tax  applicable  to  what  is 
often  a proportionately  heavy  investment  in  plant  and  equipment  and  without 
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regard  to  whether  the  business  in  question  is  earning  a profit.  Thus, 
the  significance  of  the  manufacturing  exemption. 

Although  the  initial  effect  of  the  manufacturing  exemption  was  to 
reduce  the  yield  from  the  tax,  the  long-run  result  has  been  entirely 
beneficial.  This  was  one  of  several  actions  that  have  reduced  the 
business  share  of  total  state  taxes  over  the  last  decade  to  15  years 
from  one  of  the  highest  in  the  land  to  a more  reasonable  and  competitive 
position.  The  Pennsylvania  Economy  League  studies  of  Taxes  Paid  by 
Industry,  taking  into  account  the  manufacturing  exemption,  in  I96I  and 
again  in  I965,  have  shown  Pennsylvania  in  a most  favorable  position  with 
other  competitive  industrial  states  with  regard  to  the  state-local 
tax  burden  of  manufacturing  industry.  The  absence  of  capital  stock  tax 
liability  was  an  important  part  of  this  computation. 

Allocation  of  Assets 

The  task  force  endorses  the  action  of  the  General  Assembly  and  the 
Governor  via  new  legislation  that  amends  the  capital  stock  tax  act, 
effective  January  1,  1968,  to  permit  domestic  corporations  to  allocate 
the  intangible  property  portion  of  their  capital  stock  in  the  same 
manner  permitted  foreign  corporations  (under  the  franchise  tax  act) 
in  Pennsylvania. 

At  task  force  meetings,  prior  to  the  enactment,  concern  had  been 
expressed  that  the  inequity  between  domestic  and  out-of-state  coirporations 
had  caused  some  and  threatened  to  cause  other  Pennsylvania  corporations 
to  move  their  charters  outside  the  state.  It  was  stated  that  any  such 
trend  on  the  part  of  important  corporations  could  result  in  impairment  of 
the  Commonwealth's  business  image. 
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Financial  Institutions 

The  hank  shares  tax  places  the  taxation  of  banks  on  a different  basis 
than  that  of  other  financial  institutions  and  other  businesses  in  the 
state,  save  to  the  extent  that  corporations  are  subject  (apart  from  the 
manufacturing  exemption)  to  the  capital  stock  tax.  This  can  lead  to 
separate  and  potentially  discriminatory  treatment  of  this  class  of  business 
at  times  when  new  revenues  are  being  sought. 

Although  adequate  data  were  not  available  on  which  to  base  a firm 
determination,  it  appears  that  the  different  taxes  applicable  to 
commercial  banks  and  to  the  mutual  thrift  institutions  may  now  have 
resulted  in  some  inequity  in  taxation.  This  is  illustrated  by  the 
information  below  which  relates  taxes  paid  to  assets  for  these  separate 
groups . 


Assets 

Penna.  Tax 

% Tax  of 

($000) 

($000) 

Assets  ($000) 

State 

and  National  Banks 

$2U,500,000/_a. 

$i6,499/c. 

.067^ 

Mutual 

Savings  Banks 

3,600,000 

750 

. 021% 

State 

and  Federal  Savings  & Loans 

6,209,323/b. 

l,896/_d. 

.031% 

a.  Per  Pennsylvania  Bankers  Association  less  assets  of 
mutual  savings  banks. 

b.  Per  Pennsylvania  Savings  and  Loan  League 

c.  Pennsylvania  General  Fund  Budget  - Actual  for  I965-66 

d.  Pennsylvania  General  Fund  Budget  less  estimate  for 
mutual  savings  banks. 

The  task  force  believes  that,  in  accordance  with  its  earlier  general 
recommendations  for  making  the  state  business  tax  structure  more  simple, 
streamlined  and  equitable,  the  taxation  of  all  financial  institutions  should 
be  on  an  income  basis,  and  that  consistency  of  tax  base  should  be  sought 
between  financial  institutions  and  corporations  generally. 
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Insurance  Companies 

The  preference  of  the  task  force  for  an  income  tax  policy  apnlicable 
to  all  business  has  been  stated  several  times  thus  far. 

The  task  force  gave  serious  consideration  to  this  policy  with  regard 
to  insurance  taxation.  However,  this  seems  too  difficult  to  accomplish 
at  this  time.  The  Federal  income  base  is  complex  and  difficult  to 
determine.  If  the  states  generally  tried  to  move  to  an  income  basis,  it 
is  likely  that  there  would  be  50  different  versions  of  income  taxes.  At 
that  point,  the  operation  of  the  retaliatory  feature  peculiar  to  insvirance 
taxation  would  be  impossible  to  cope  with.  It  is  pertinent,  furthermore, 
to  point  out  that  the  determination  of  taxable  income  is  more  difficult 
for  a mutual  company  and  mutuals  are  particularly  large  in  the  insurance 
industry . 

The  task  force  believes  it  is  imperative,  however,  that  the  taxation  of 
all  insurance  companies  be  placed  on  a uniform  basis  - life,  casualty,  fire, 
stock,  mutual,  domestic,  foreign.  It  can  find  no  Justification  for 
discrimination  in  tax  treatment  between  domestic  and  foreign  companies, 
nor  between  stockholder-owned  and  mutual  comnanies.  Nor  does  it  find 
Justifiable  the  imposition  of  both  the  premiums  tax  and  general  corporation 
taxes  on  certain  companies . 

Miscellaneous  Taxes 

Racing 

The  task  force  believes  that  the  basic  question  of  public  policy  regarding 
racing  and  wagering  was  settled  when  harness  racing  was  approved  in  i960 
and  that  the  absence  of  flat  track  racing  represents  the  loss  of  some 


measure  of  additional  revenue  by  Pennsylvania  to  adjoining  states. 
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Cooperatives 

Information  on  the  financial  operations  of  cooperatives  or  the 
extent  to  which  they  pay  taxes  in  a manner  similar  to  other  forms  of 
business,  is  not  available.  Exemptions  under  the  tax  laws  have  been 
noted,  but  justification  is  not  apparent. 

The  task  force  has  already  recommended  that  mutual  insurance  and 
mutual  savings  institutions  should  be  taxed  on  the  same  basis  as  the 
stock-holder-owned  businesses  with  which  they  compete.  It  believes  that 
the  same  principle  should  apply  to  cooperatives  where  they  compete  with 
private  business. 

Personal  Property 

A state  tax  on  intangible  personal  property  was  considered  by  the 
full  Tax  Study  and  Revision  Commission  for  its  one  year  program, 
but  was  not  recommended. 

The  task  force  believes  a tax  on  personal  property  would  be 
deficient  on  two  counts. 

1.  It  would  run  counter  to  the  task  force’s  stated  preference 
for  state  business  taxes  based  on  income. 

2.  It  would  overlap  on  the  capital  stock  and  franchise  taxes 
and  on  the  local  taxes  on  intangible  personalty. 

Value-Added 

Since  a value-added  tax  is  usually  considered  a counter-part  to  a 
corporate  income  tax,  but  with  more  drawbacks  than  the  latter,  the  task 
force  sees  no  merit  in  it  at  this  time. 

Investment  Incentives 

It  has  been  reported  to  the  task  force  that  the  50  percent  added 
depreciation  deduction  enacted  in  1963  has  proven  to  be  an  irritant  rather 
than  an  incentive  and  of  very  limited  tax  advantage  to  corporations.  This 


is  because  the  statute  is  vague  in  its  wording  and  has  been  administered 
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in  a restrictive  fashion.  Lack  of  incentive  is  also  due  to  the  lov  rate 
(6  percent)  of  the  corporate  net  income  tax  (compared  with  the  federal  tax 
of  48  percent)  and  thus  the  insignificant  amount  of  any  tax  reduction. 

Conversations  with  federal  officials  have  revealed  that  they  question  the 
desirability  of  tax  credits  (or  other  tax  incentives)  to  achieve  socially 
desirable  objectives.  Stanley  S.  Surrey,  Assistant  Secretary  of  the 
ilreasury,  had  this  to  say  in  a 1966  address:  "...tax  credits  are  sought 
if or  college  education,  antipollution  machinery,  manpower  training,  underground 
‘transmission  lines,  state  income  taxes,  and  a variety  of  other  objectives. 
iTheir  sponsors  never  seek  to  test  the  link  between  the  tax  credit  and 

i 

ithe  objective,  but  rely  instead  on  the  appeal  of  tax  credits  and  the 
(social  worth  of  the  objectives.  Yet  that  link  nearly  always  will  not 

I 

I 

istand  the  application  of  a rigorous  cost  effectiveness  analysis,  and  it 
[will  generally  be  found  that  the  tax  credit  is  wasteful  and  inefficient  when 

i 

j compared  with  equal  or  fewer  dollars  spent  through  a direct  expenditure  or  other 

j 

(nontax  program.  The  tax  benefits  will  be  misdirected  by  going  to  taxpayers  who 
:do  not  need  them  and  by  being  withheld  from  those  whose  low  incomes  or 
losses  keep  them  from  being  taxpayers  at  all  and  hence  able  to  profit  from 
the  credits."  /I 
Nuisance  Taxes 
Corporate  Loans  Tax 

The  duty  of  administering  this  tax  is  vested  in  the  corporation  and  is 
considered  to  be  both  costly  and  time-consuming.  This,  coupled  with  the 
insignificant  yield  ($1.9  million  in  1966-6?)  makes  this  a nuisance  tax 
and  one  that  the  task  force  believes  can  be  done  without. 

It  should  be  noted  that  elimination  of  the  tax  would  have  the  effect  of 
making  some  of  the  securities  subject  to  the  county  (plus  Pittsburgh  and 
Philadelphia)  personal  property  tax. 

/I  The  James  McCormick  Mitchell  lecture  at  the  School  of  Law,  State  University 
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Cor'porate  Excise  Taxes 

In  some  states,  taxes  similar  to  the  domestic  excise  tax  have  the 
purpose  of  covering  the  costs  of  administration  of  incorporation  or  charter 
change  proceedings.  The  foreign  excise  tax,  hovever,  is  regarded  by  some 
foreign  corporations  as  a penalty  on  their  willingness  to  enter  business 
or  expand  in  Pennsylvania. 

The  yield  from  the  excise  taxes  is  so  small  ($^.3  million)  as  to  place 
them  also  in  the  nuisance  category.  Furthermore,  being  "one-shot"  taxes, 
their  impact  on  the  individual  corporation  may  be  sufficient  to  discourage 
industrial  expansion  by  imposing  an  additional  tax  every  time  such  expansion 
takes  place. 

Taxation  of  Interstate  Business 

In  view  of  the  pendency  in  the  United  States  Congress  of  the  "Interstate 
Taxation  Act"  (H.R.  2158)  and  the  recent  introduction  in  the  Pennsylvania 
Legislature  of  several  bills  affecting  the  taxation  of  interstate  business, 
which  have  important  long  range  implications  for  the  business  tax  structure 
of  Pennsylvania,  the  General  Business  Tax  Task  '^orce  feels  obliged  to 
offer  its  recommendations  as  to  the  issues  involved. 

One  of  the  bills  introduced  in  the  Pennsylvania  Legislature  (H.R.  U5I) 
would  authorize  the  Commonwealth  to  participate  in  a Multistate  Tax  Compact, 
which  is  an  effort  by  the  states  to  attain  uniformity  for  tax  purposes  in  the 
apportionment  of  interstate  business  income  and  to  establish  certain  uniform 
standards  in  the  field  of  sales  and  use  taxation.  The  other  bills  (H.R.  U96 
and  H.R.  U9T)  are  variations  of  the  uniform  income  apportionment  formula  set  forth 
in  the  Multistate  Tax  Compact. 

The  Task  Force  believes  that  a multistate  compact  is  not  likely  to  be 


joined  by  all  states  or  even  readily  by  many.  Moreover,  regulation  of  interstate 
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commerce,  which  necessarily  includes  regulation  of  state  taxation  of 
interstate  business,  is  unequivocally  within  the  province  of  the  Federal 
government  under  the  Constitution. 

The  Task  Force  believes  that  Pennsylvania  should  not  contribute  to  the 
confusion  and  possibility  of  further  delay  that  has  developed.  Instead, 
it  should  take  the  lead  in  suggesting  constructive  action.  It  should  not 
oppose  Congressional  action  but  should  encourage  the  states  to  join  in  devel- 
oping an  operable  plan  for  Congress  to  enact.  The  Congress  can  accomplish 
quickly  what  it  will  take  the  states  years  to  accomplish. 
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III.  FACTUAL  BACKGROUND 
Overview  of  State  Business  Taxes 


Pennsylvania  state  business  tax  revenues  are  derived  from  the 
following  major  sources: 

Corporate  Net  Income  (and  Corporation  Income)  Tax 
Capital  Stock  and  Franchise  Taxes 
Corporation  Excise  Tax 
Corporate  Loans  Tax 
Utilities  Gross  Receipts  Tax 
Taxes  on  Financial  Institutions 
Bank  Shares  Tax 

Income  Tax  on  Mutual  Thrift  Institutions 
Insurance  Premiums  Tax 

These  taxes  were  studied  by  the  task  force,  with  the  exception  of  the 
utilities  gross  receipts  tax  which  was  the  province  of  the  Task  Force 
on  Utility  taxation. 

Trends  in  Business  Taxation 


The  most  notable  postwar  trend  in  state  taxes  has  been  one  of 
accelerated  growth  (Chart  l).  Total  state  tax  collections  multiplied  more 
than  seven  times  in  the  20  years  ending  June  30,  1966.  (See  also  Table  l) 

Equally  notable  has  been  the  shift  from  a narrow-based  reliance  on 
corporation  levies  to  a broad-based  reliance  on  consumer  taxes;  this  despite 
a near  quadrupling  of  the  revenue  from  business  taxes.  (Table  l) 

At  the  end  of  World  War  II,  almost  one-half  (Lj  percent  in  19^5-^6) 
of  the  state's  tax  revenues  came  from  general  and  selective  taxes  levied  directly 
on  corporate  activities  in  Pennsylvania.  Twenty  years  later,  about  one-fourth 
of  the  state's  1965-66  tax  collections  came  from  business.  During  the 
20-year  period,  the  enactment  of  a general  sales  tax,  plus  increases  in 
the  rates  of  selective  excise  taxes,  have  boosted  consumer  taxes  from 
just  over  Uo  percent  of  total  tax  collections  in  I9U5-L6  to  just  under 
TO  percent  in  fiscal  1965-66. 
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The  20-year  growth  in  business  taxes  from  $97  million  to  $376  million 
is  an  aggregate  result  of  increased  productivity,  increased  rates  and 
extended  coverage,  partially  offset  by  some  exemptions. 

The  increases  were: 

1.  The  rate  of  the  corporate  net  income  tax  v:as  increased  from 
five  to  six  percent  in  1955  and  remained  the  same,  (it  was 
increased  to  seven  percent  in  I967.) 

2.  The  bank  shares  tax  was  increased  from  four  to  eight  mills  in  1959. 

3.  A new  tax  on  the  net  income  of  mutual  thrift  institutions  was 
imposed  in  1961,  retroactive  to  1962. 

h.  An  exemption  from  the  two  percent  gross  premiums  tax  that  had 

applied  to  domestic  life  insurance  companies  (except  in  1951-52) 
was  withdrawn  in  I96I  and  the  tax  thus  was  extended. 

On  the  other  side  of  the  coin: 

1.  The  manufacturing  exemption  from  the  five  mill  capital  stock 

and  franchise  taxes,  after  a long  succession  of  postponements, 
was  reinstated,  effective  in  1958.  In  I96I  the  exemption  was 
extended  to  include  processors  and  in  I963  was  further  extended 
to  include  property  used  in  research  and  development. 

Although  the  growth  rates  of  the  various  state  taxes  are  not  the  same, 
they  are  sufficiently  similar  so  that  there  is  no  basis  for  estimating  any 
future  change  in  the  share  of  taxes  paid  directly  and  solely  by  business  under 
the  present  tax  structure. 

Pennsylvania  and  Other  States 

The  shift  in  state  tax  reliance  from  business  taxes  to  broad-base  consumer 
taxes  has  resulted  in  an  improved  business  tax  picture  in  Pennsylvania,  one  that 
now  appears  to  compare  favorably  with  other  states  who  compete  with  us  for 
industry.  This  is  borne  out  by  some  analyses  extracted  from  the  Pennsylvania 
Economy  League's  study.  Taxes  Paid  by  Industry. 

The  study  in  question  compares  business  and  total  state-local  taxes 
in  Pennsylvania  with  taxes  in  10  other  states  including  those  adjacent  to 


Pennsylvania  plus  Massachusetts,  Indiana,  Illinois  and  Michigan.  The  study 
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found  that  Pennsylvania's  total  state-local  general  tax  burden  is 
relatively  low.  In  taxes  per  capita  the  state  measured  ninth  among  the  11 
states  while  in  taxes  per  $1,000  personal  income  it  ranked  seventh. 
Pennsylvania  is  one  of  six  states  in  which  the  state  gets  more  than  half 
{52%)  the  state-local  revenue  dollar.  For  such  states  relatively  high 
state  taxes  may  be  counterbalanced  by  relatively  low  local  taxes,  emphasizing 
the  importance  of  including  both  in  any  interstate  comparisons. 

In  percentage  of  direct  business  taxes  to  total  state  taxes  (all  funds) 
paid  in  I965,  of  11  states  compared  (Table  2),  four  had  higher  percentages 
than  Pennsylvania,  five  were  lower  and  one  was  practically  the  same.  In 
i960  Pennsylvania  ranked  third  highest . 

Computation  of  the  I965  state  and  local  taxes  that  would  have  been 
paid  in  Pennsylvania  and  the  other  states  by  each  of  seven  manufacturing 
corporation  models  (each  representing  a different  industrial  classification) 
shows  that  Pennsylvania  ranked  at  or  near  the  bottom  in  every  class  but 
one.  (Table  3)  The  financial  structures  of  the  corporate  models  are  based 
on  the  FTC-SEC  quarterly  financial  reports  for  manufacturing  corporations. 
State  and  local  tax  liabilities  were  calculated  on  the  basis  of  pertinent 
income  and  asset  figures  and  using  tax  data  that  had  been  obtained  for  the 
respective  states. 

Of  interest  are  Table  U showing  Pennsylvania's  relatively  high  position 
based  only  on  state  taxes  and  Table  5 showing  its  uniformly  bottom-rung 
position  with  regard  to  local  tax  liabilities. 

While  Pennsylvania  has  improved  its  business  tax  climate,  other 
states  have  not  been  inactive  either — particularly  regarding  manufacturing 
I industry.  Thus,  Table  3 shows  that  Pennsylvania's  position  in  taxes  paid 
by  seven  hypothetical  manufacturing  corporations  deteriorated  slightly 
ibetween  I96I  and  1965 — this  during  a period  when  the  only  important 
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Pennsylvania  tax  change  was  an  increase  in  the  sales  tax  rate  (of  minor 
effect  here). 

For  an  additional  view  of  Pennsylvania's  business  tax  climate,  direct 
state  business  taxes  were  related  to  a number  of  population,  economic  and 
business  activity  measures  in  all  11  states.  The  measures  are  not  particularly 
related  to  each  other  and  the  objective  was  not  to  compare  Pennsylvania  with 
the  other  states  in  each  measure,  but  rather  to  observe  what  consistency 
there  might  be  in  this  state's  ranking.  The  table  below  shows  Pennsylvania's 
comparative  rank,  high  to  low,  among  the  11  states  for  I960  and  1965. 

Pa.  Rank  - High  to  Low 

Direct  State  Business  Taxes:  Among  11  States 

i960  I96F 


As  Percent  of  Total  State  Taxes  3 5 

Per  Capita  5 6 

Per  Employee  U 5 

Per  $1,000  of 

Personal  Income  U 

Wages  & Salaries  U U 

Corporate  Taxable  Income  U U 

Value  Added  by  Manufacture  h U 

Capital  Expenditure  of  Mfg.  5 5 


Pennsylvania's  ranking  is  quite  consistent  among  the  measurements  - fourth 
most  commonly  but  fifth  three  times.  This  puts  Pennsylvania  above  the  median 
position  but  not  among  the  highest.  Its  position  in  three  measurements  was 
more  favorable  in  I965  than  in  i960. 

Although  it  was  not  possible  to  include  certain  types  of  local  taxes  on 
business  that  may  not  be  levied  uniformly  (e.g.  mercantile,  income)  U.S. 

Census  data  made  it  possible  to  estimate  the  local  property  taxes  (real  estate 
and  personal  property  where  levied)  paid  by  business.  On  this  basis  the 
table  below  shows  Pennsylvania's  comparative  rank,  high  to  low,  among  the  11 
states  in  state  and  local  business  taxes  in  1965 . 


' 


■<a 


f»: . xiii  #*„♦,'  -rix*  ■ ■■  ' 


fla  kvH 


:!i 


y.;  a:;'-';  fStjtjrf 

1 .■'• 

•'.im  «,g»ni  axilla 


ot 


.'  ‘'5%  ’■rad'^o  J>aJ 

Si-.-J 


•-..  : 9 : i;i&:xsu3ifaoo 


..v:-tt^ 


'.  1>> 


„i/,  ' "5 

.-  .‘LifTc’!  «f ' sii  ' 
:iXLi'-vj/fi'C^}-;'n 


:lv^?  ■ S»QiK 


■■■'  >mi  ■Jii\/<f  iu^fX0poq'', 


'■  »Kom 


i '^ojj 

■tS;  . iit- 


K>'..  ■ V K?'"  j ',.'v  Y.’^ra  bfUK 


.:,  .iT 


',  »'.■..  / j " :.  v'p;'(a3''( 


i 'i 


state-local  Business  Taxes 


21 


Pa.  Rank-High  to  Low 

1965 


As  Percent  of  total  state-local  taxes  7 

Per  Capita  7 
Per  Employee  7 
Per  $1,000  of 

Personal  Income  7 
Wages  and  Salaries  6 
Corporate  Taxable  Income  7 
Value  Added  by  Manufacturing  5 
Capital  Expenditure  by  Manufacturing  U 


Here  again,  Pennsylvania's  ranking  is  quite  consistent.  Signif- 
icantly, this  state  is  below  the  median  and  two  to  three  ranks  lower  for  most 
measurements  when  combined  state-local  taxes  are  used.  Also  significant, 
however,  is  the  exception.  The  Pennsylvania  state-local  tax  burden  is  rela- 
tively high  when  measured  against  new  industrial  investment  in  the  state. 
Pennsylvania's  Business  Tax  Structure 


The  general  and  selective  business  taxes  identified  at  the  beginning 
of  this  chapter  are  a mixture  insofar  as  types,  bases  and  rates  are  concerned. 
Some  are  based  on  gross  income,  some  on  net  income  and  some  on  property. 

Some  types  of  corporations  are  subject  to  only  one  tax.  Some  are  subject  to 
two  or  to  three  taxes. 

1.  Net  income  taxes  include  the  corporate  net  income  tax,  based 
substantially  on  federal  taxable  income  at  a six  percent  rate; 
the  six  percent  tax  on  net  income  of  mutual  thrift  institutions 
calculated  according  to  "generally  accepted  accounting  principles;" 
and  a tax  of  four  percent  on  the  net  income  of  certain  agricultural 
cooperatives . 

2.  Gross  income  taxes  include  the  utilities  gross  receipts  tax  at  lU 
mills  (8  mills  on  transportation  companies);  the  gross  premiums 
tax  (insurance  companies)  at  two  percent,  a tax  of  one  percent  on 
gross  income  of  private  banks. 

3.  Taxes  on  property  include  the  capital  stock  and  franchise  taxes 
of  five  mills  on  corporation  capital  stock  employed  in  Pennsyl- 
vania (subject  to  the  manufacturing  exemption);  the  eight  mill 
tax  on  shares  of  banks  and  title  insurance  companies ; the  corpora- 
tion excise  taxes  of  one-third  of  one  percent  (foreign)  and  one- 
fifth  of  one  percent  1, domestic)  of  capital,  and  the  corporate  loans 
tax  at  eight  mills  per  dollar  of  value. 
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Various  aspects  of  these  taxes  are  discussed  and  analyzed  in  detail  in 
the  remainder  of  the  report.  The  purpose  of  this  summary  is  to  bring  out  the 
diversity  and  complexity  of  a business  tax  structure  that  has  evolved  over 
a great  many  years.  Such  diversity  arises  in  part  from  recognition  of 
differences  in  corporate  financial  structures  and  activities  but  also  contains 
the  potential  for  inequitable  tax  treatment. 

The  Capital  Stock  Tax 

A Negotiated  Tax 

The  capital  stock  and  franchise  taxes  (Act  of  June  1,  1889,  P.L.  290, 
as  amended)  together  constitute  the  major  property  tax  remaining  in  the  state 
tax  structure.  Others  are  the  bank  shares  tax,  the  corporation  excise  taxes  and 
the  corporate  loans  tax.  Although  the  franchise  tax,  the  foreign  corporation 
counterpart  of  the  capital  stock  tax,  is  technically  considered  an  excise 
tax  for  the  privilege  of  doing  business  in  the  Commonwealth,  its  base  is 
property  value.  Valuation  is  essentially  the  same  for  both  taxes  although 
the  allocation  of  income  to  Pennsylvania  is  somewhat  different. 

The  tax  is  levied  at  the  rate  of  five  mills  on  the  value  of  a 
corporation's  capital  stock  as  it  existed  at  the  close  of  the  tax  year.  The 
act  sets  forth  the  following  factors  to  be  considered  by  a corporation  (and 
subsequently  to  be  agreed  to  by  the  Commonwealth)  in  arriving  at  the  value 
of  its  capital  stock: 

1.  The  average  price  for  which  stock  sold  during  the  year; 

2.  The  price  or  value  indicated  or  measured  by  net  earnings 
or  by  the  amount  of  profit  made  and  either  declared  in 
dividends,  expended  in  betterments,  or  carried  into  surplus 
or  sinking  fund; 

3.  The  actual  value  indicated  or  measured  by  consideration  of 
the  intrinsic  value  of  its  tangible  property  and  assets,  and 
of  the  value  of  its  goodwill  and  franchises  and  privileges, 
as  indicated  by  the  material  results  of  their  exercise  taking 
into  consideration  also  the  amount  of  its  indebtedness. 
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Certain  kinds  of  property  are  exempted  in  arriving  at  this  valuation, 
either  by  constitutional  provisions,  statute  or  public  policy.  Significant 
exemptions  include  tangible  property  located  outside  Pennsylvania,  certain 
kinds  of  investments,  and  that  portion  of  capital  stock  used  in  manufacturing, 
processing  and  research  and  development. 

In  addition  to  the  factors  Just  listed,  the  courts  have  laid  down 
a broad  principle  that  any  other  factor  which  might  enhance  or  detract  from 
a corporation’s  value  should  be  considered  in  the  valuation  of  capital  stock. 
Thus,  in  administering  the  statute,  the  Department  or  Revenue,  the  Board  of 
Finance  and  Revenue  and  the  courts  have  made  it  clear  that  the  factors  contained 
in  the  law  do  not  constitute  a mathematical  formula,  but  rather  that  the 
exercise  of  considerable  Judgement  is  'called  for  on  the  part  of  the 
administering  department. 

The  capital  stock  tax  is  not  as  significant  a part  of  the  state's  general 
fund  tax  structure  as  it  once  was . The  share  of  general  fund  taxes  provided 
by  it  (Table  1 with  liquid  fuels  taxes  deducted)  declined  from  19*5  percent 
in  19^5-^6  to  5.6  percent  in  I965-66.  This  is  due  to  three  reasons. 

1.  Its  relative  lack  of  responsiveness  to  economic  trends  compared 
with  consumption  and  income  taxes; 

2.  The  reinstatement  of  the  manufacturing  exemption  in  1958* 

3.  The  introduction  and  expansion  of  the  sales  tax. 

The  Manufacturing  Exemption 

The  so-called  manufacturing  exemption  under  the  capital  stock  and 
franchise  taxes  was  originally  enacted  in  19^3  to  teike  effect  at  the  end  of 
World  War  II  but  was  postponed  by  successive  post-war  legislat\ires  until  it 
finally  became  effective  for  fiscal  years  beginning  on  or  after  January  1,  1958. 
This  exemption  excludes  from  the  valuation  for  tax  purposes  that  portion  of 
capital  stock  value  used  in  manufacturing.  In  I96I  the  exemption  was 
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extended  to  businesses  that  had  previously  been  defined  as  processors  and 
in  1963  was  further  extended  to  include  property  used  in  research  and 
development . 

Allocation  of  Assets 

Pending  the  January  1,  1968  effective  date  of  corrective  legislation 
signed  by  the  Governor  in  October,  196?,  a discriminatory  situation  has 
existed  under  the  capital  stock  and  franchise  taxes  with  regard  to  domestic 
corporations.  The  capital  stock  tax,  as  a property  tax  applicable  to 
domestic  corporations,  treats  the  value  of  capital  stock  as  attaching  to 
all  tangible  and  intangible  assets.  Allocation  of  assets  to  Pennsylvania  is 
thus  based  on  the  proportion  of  (l)  tangible  assets  in  Pennsylvania,  since 
tangible  assets  located  outside  the  state  are  considered  consitutionally  exempt, 
and  all  intangible  assets  (e.g.  securities)  wherever  located  (with  some 
specified  exceptions),  since  such  assets  have  a tax  situs  at  the  corporate 
domicile,  (2)  the  total  assets  of  the  corporation.  Under  the  franchise  tax 
Pennsylvania  exacts  a tax  on  the  capital  stock  of  foreign  corporations  (including 
intangibles)  for  the  right  to  exercise  the  corporate  franchise  in  Pennsylvania. 
The  value  of  the  foreign  corporation's  capital  stock  is  allocated  to 
Pennsylvania  under  the  same  three-factor  formula,  involving  payrolls,  property 
and  gross  receipts,  as  the  corporate  net  income  tax. 

The  discrimination  against  domestic  corporations  arises  by  reason  of 
the  fact  that  all  of  their  intangibles  are  included  in  their  valuation 
whereas  only  allocated  portions  of  the  intangibles  of  foreign  corporations 
are  included.  The  difference  in  tax  resulting  from  application  of  the 
two  allocation  methods  will  vary  widely  among  corporations,  but  can  be  quite 
substantial  and  in  a manner  adverse  to  the  domestic  corporations. 
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Financial  Institutions 

Financial  institutions  are  taxed  by  the  Commonvealth  in  two  different  ways. 

National  and  state  banks,  savings  institutions  having  capital  stock, 
title  insurance  and  trust  companies  are  taxed  at  eight  mills  per  one  dollar 
actual  value  of  shared  ascertained  by  adding  together  paid-in  capital  stock, 
surplus,  and  undivided  profits. 

Mutual  thrift  institutions,  i.e.,  saving  banks  without  capital  stock, 
building  and  loan  associations,  and  federal  and  state  savings  and  loan 
associations  are  taxed  at  six  percent  of  net  earnings  or  income. 

In  addition  private  banks  are  taxed  at  one  percent  of  gross  receipts,  but 
there  are  only  a few  such  banks  and  the  yield  from  that  teix  is  inconsequential 

($7,623  in  1965-66). 

The  above  taxes  are  in  lieu  of  the  corporate  net  income  or  capital  stock 
taxes.  Under  federal  law  (section  5219  of  the  revised  statutes  of  March  U,  1923 
C.  267,^2  statute  IU99  as  amended)  the  legislature  of  each  state  may  choose  one 
of  four  methods  of  taxing  national  banks  and  the  imposition  of  such  tax  shall  be 
in  lieu  of  all  other  business  taxes.  Prior  to  I96I,  the  mutual  savings  banks  were 
subject  to  a tax  of  three  percent  on  net  earnings.  Savings  and  loan 
associations  were  not  subject  to  any  tax.  In  196I  the  bank  shares  tax  was 
extended  to  include  all  mutual  savings  institutions,  replacing  the  earnings 
tax  on  mutual  savings  banks . 

This  extension  of  the  shares  tax  to  mutual  savings  institutions  became 
the  subject  of  controversy  and  litigation.  Following  extended  negotiations, 
this  tax  extension  was  replaced  by  the  six  percent  excise  tax  on  net  earnings 
in  I96U  (Act  2 P.L.  15),  but  retroactive  to  the  I962  year.  Net  earnings  are 
determined  according  to  "generally  accepted  principles  of  accounting"  and 
with  amounts  credited  or  paid  as  dividends  or  interest  to  be  included  among 


allowable  deductions. 
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The  income  tax  base  described  above  as  used  for  mutual  thrift 
institutions  and  the  income  base  under  the  corporate  net  income  tax  are 
different  in  several  significant  respects. 

The  CNI  tax  is  based  on  income  subject  to  the  federal  income  tax  with  the 
subsequent  deduction  of  interest  from  federal  securities,  which  are  not 
considered  directly  taxable  for  state  purposes.  Interest  from  state  and 
municipal  securities  is  already  excluded  from  the  federal  tax  base  and  state 
and  local  taxes  are  deducted. 

The  income  base  for  the  excise  tax  on  mutual  thrift  institutions,  determined 
according  to  "generally  accepted  principles -of  accounting"  includes  interest 
from  federal,  state  and  local  governments  on  the  income  side  and  considers  as 
deductible  expense  federal  taxes  paid  as  well  as  state  and  local  taxes.  The 
deductability  under  this  tax  of  dividends  paid  is  also  one  not  allowed  \inder 
the  CNI. 

It  was  reported  to  the  task  force  that  21  states  impose  excise  taxes  on 
bank  income.  Of  these,  nine  states  allow  deduction  from  the  tax  base  of  the 
federal  income  tax  paid,  but  the  other  12  states  do  not  do  so. 

The  banks  shares  tax  had  been  a four  mill  rate  until  1959  when  it  was 
increased  to  eight  mills.  The  Governor  in  his  1967-68  tax  message  recommended 
increasing  the  bank  shares  tax  from  eight  mills  to  12  mills  and  the  earnings 
tax  on  mutual  thrift  institutions  from  six  percent  to  nine  percent.  The  House 
Ways  and  Means  committee  tax  package  subsequently  reported  to  the  floor  reduced 
the  recommended  increases  by  about  one-half.  The  yield  from  the  bank  shares 
tax  at  the  four  mill  rate  in  1958-59  was  $3.^  million.  By  1963-6U,  at  the 
eight  mill  rate,  it  had  become  $9.3  million  and  in  1966-67  it  was  $16.5  million. 
The  yield  from  the  six  percent  esirnings  tax  on  mutual  thrift  institutions  was 
$1.9  million  in  I966-67. 
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Insurance  Companies 

Insurance  companies  in  Pennsylvania  are  subject  to  any  one  of  any 
combination  of  the  corporate  net  income,  capital  stock,  or  gross  premiums 
taxes.  The  gross  premiums  tax  is  levied  at  a rate  of  two  percent  of  premiums 
written  in  the  state.  The  application  of  these  taxes  to  the  various  tyx)€s  of 
insurance  companies  is  extremely  varied  and  complex,  as  is  illustrated  in 
the  table  on  the  following  page. 

At  the  one  extreme,  domestic  stock  life  insurance  companies  are 
subject  to  all  three  taxes.  At  the  other  extreme,  domestic  mutual  fire  and 
casualty  companies  pay  none  of  the  taxes.  All  out-of-state  companies  pay  the 
premixims  teix  but  no  other.  Among  the  remaining  dcxnestic  companies,  the  picture 
is  varied  to  say  the  least. 

The  greatest  tax  burden  is  borne  by  the  domestic  stock  life  companies 
who  pay  both  of  the  general  corporation  taxes  plus  the  gross  premiums  tax.  This 
puts  them  at  a competitive  disadvantage  with  foreign  life  companies  and  also 
with  domestic  mutual  casualty  companies  when  both  are  writing  accident  and 
health  insurance. 

All  domestic  stock  companies  are  subject  to  the  capital  stock  tax  and  in 
1965-66,  their  payments  amounted  to  $U.6  million  - about  ten  percent  of  the 
total  capital  stock  tax  yield  that  year.  Their  corporate  net  income  tax 
payment  was  less  significant  - $286,500.  It  appears  that  a large  part  of  the 
relative  burden  of  the  capital  stock  tax  arises  from  the  allocation  formula 
wherein  all  intangibles  are  allocated  to  Pennsylvania.  A large  portion  of  the 
assets  of  insurance  companies,  of  necessity  consists  of  securities.  One  company 
has  reported  that  enactment  of  the  proposed  option  to  use  the  franchise  tax 
allocation  formula  (enacted  in  October  196? , effective  January  1,  1968)  would 
reduce  its  capital  stock  tax  liability  by  about  two-thirds. 
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commonwealth  OF  PENNSYLVANIA 
INSURANCE  COMPANY  TAXES 


Corp.  Net  Capital 

Income  ( 3 ) Stock 

(Fire  and  Marine  Ins . Cos . - Stock  T T 

Fire  and  Marine  Ins.  Cos.  - Mutual  E E 

Hospital  Corporations  (Non-Profit)  E E 

Life  Insurance  Companies  - Stock  T T 

Life  Insurance  Companies  - Mutual  E E 

Limited  Life  Insurance  Companies  - Stock  E T 

Limited  Life  Insurance  Companies  - Mutual  E E 

Reciprocals  or  Inter-Insurance  Exchanges  E E 

Title  Insurance  Companies  E T (1) 

Fraternal  Beneficial  Societies  E E 

Casualty  Insurance  Companies  - Stock  T T 

Casualty  Insurance  Companies  - Mutual  E E 

Employers  Mutual  Liability  Insurance 

Associations  E E 

Medical  & Osteopathic  8e  Dental 

Service  Corporations  (Non-Profit)  E E 

Foreign  Life , Fire , and  Casualty 

Companies  - Stock  and  Mutual  E E 


Gross 

Premium 

E (1) 

E (1) 

E 

T 

T 

T 

T 

E 

E 

E 

E 

E 

E 

E 

T (2) 


1.  In  lieu  of  Gross  Premium  tax,  average  three  year  marine  underwriting 
profits  attributable  to  premiums  written  in  Penna.  are  subject  to  tax 
at  5^. 

2.  All  taxes  paid  by  foreign  fire  and  casualty  companies  used  for  firemen's 
policemen's  pension  purposes. 

3.  Premiums  substituted  for  sales  in  allocation  formiila. 

U.  Eight  mills  - same  as  bank  shares  tax. 
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The  gross  premiums  tax  is  the  one  most  widely  applied  by  states  to  the 
insurance  industry.  The  average  tax  rate  is  reported  to  be  fairly  close  to 
two  percent  although  it  may  be  as  high  as  four  percent.  The  tax  has  the 
advantage  of  being  simple,  easy  to  administer,  and  a steady  revenue  producer. 
Between  1955-56  and  1965-66,  the  yield  in  Pennsylvania  increased  by  71  percent 
to  $26.9  million  at  a time  when  total  direct  business  taxes  were  increasing 
"by  53  percent. 

A disadvantage  of  this  tax  is  that  it  must  be  paid  whether  a company 
makes  money  or  not.  It  is  estimated  by  the  insurance  industry  that  a two 
percent  premiums  tax  is  equivalent  to  about  one-half  the  federal  income  tax 
(1+8  percent)  - or  about  2h  percent  of  taxable  income  - four  times  the  CNI  rate. 

A feature  peculiar  to  the  taxation  of  the  insurance  industry  is  that  of 

retaliation  among  states.  The  effect  of  such  laws  is  that  if  the  tax  law 

of  State  A applicable  to  companies  of  other  states  is  higher  than  that  of 

State  B applicable  to  foreign  companies , the  State  A rate  will  be  applied  by 

State  B to  companies  domiciled  in  State  A.  The  retaliatory  feature  is 

illustrated  by  Sect .212  of  Pennsylvania's  Insurance  Department  Act  of  1921. 

"If  any  other  state  imposes  any  burdens  or  prohibitions  on 
insurance  companies,  or  agents  of  this  state  doing  business 
in  such  other  state,  which  are  in  addition  to,  or  in  excess 
of,  the  burdens  or  prohibitions  imposed  by  this  Commonwealth 
on  insurance  companies  and  agents,  like  burdens  and  pro- 
hibitions shall  be  imposed  on  all  insurance  companies  and 
agents  of  such  other  state  doing  business  in  this  Ccmmonwealth , 
so  long  as  the  burdens  and  prohibitions  of  such  other 
state  remain  in  force." 

Although  the  retaliatory  feature  discourages  states  from  imposing  higher 
taxes  on  out-of-state  insurance  companies,  many  states  grant  more  favored 
treatment  to  domestic  companies.  It  was  reported  to  the  task  force  that  13 
states  exempt  domestic  companies  entirely  and  another  I6  give  them  a lower 
rate.  This  is  practiced  partially  in  Pennsylvania  with  the  exemption  from  the 
premiums  tax  of  the  domestic  mutual  fire  and  casualty  companies.  The 
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preferential  treatment  included  the  life  insurance  companies  until  I96I  (except 
in  I95I-52  when  all  domestic  companies  were  taxed)  when  the  premiums  tax 
was  extended  to  domestic  life  companies. 

Miscellaneous  Taxes 

Racing 

Harness  racing  was  legalized  in  Pennsylvania  in  196O  and  taxes  were 
levied  on  the  operation  of  harness  racing  tracks  of  which  four  were 
authorized,  A five  percent  tax  on  wagering  yielded  $7  million  in  I965-66. 

An  additional  five  percent  state  tax  on  track  admission  prices  yielded 
$126,877  and  a breakage  tax  of  50  percent  yielded  $78^,903.  By  law, 
one-fourth  of  the  revenue  derived  from  harness  racing  and  not  needed  for 
administration  of  the  act  goes  to  county  fairs  in  the  state;  the  other  three- 
fourths  goes  to  the  general  fund. 

Proposals  to  legalize  and  to  tax  flat  track  racing  are  advocated  almost 
annually,  both  within  and  without  the  legislature,  by  those  who  eye  the 
revenue  received  by  other  states  - particularly  those  adjoining  Pennsylvania 
(1966  yield  - $l40.9  million  in  New  York;  $29.^  million  in  New  Jersey; 

$11.9  million  in  Maryland).  Estimates  of  the  potential  yield  to  the 
Commonwealth  vary  widely  and  have  ranged  as  high  as  $50  million  or  more. 
Obviously,  the  current  revenue  from  harness  racing  could  be  exceeded  if 
any  one  or  more  of  several  factors  occurred  - greater  enthusiasm  for  flat 
tract  racing,  higher  tax  rates,  more  tracks  and  racing  dates.  The  Department 
of  Revenue  in  I965  estimated  a $15  million  annual  yield  from  a five  percent 
tax  on  wagering  at  flat  tracks,  assuming  the  same  number  of  tracks  and 
racing  days  as  under  present  law. 

The  Pennsylvania  five  percent  tax  rate  on  wagering  is  fairly  common 
among  the  states  having  such  a tax,  but  higher  rates  are  in  effect  in  those 
states  adjoining  the  Commonwealth. 
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Cooperative  Associations 

Cooperative  associations  in  Pennsylvania  are  subject  to  tax  according 
to  a pattern  that  is  not  entirely  clear.  Some  are  taxed,  some  are  not. 
Following  is  a summary  of  tax  provisions  relative  to  cooperatives: 

1.  The  following  are  subject  to  the  corporate  net  income  tax: 

a.  Cooperative  agricultural  associations  organized 
under  the  act  of  April  30,  1929  (P.L.  885). 

b.  Agricultural  credit  cooperatives. 

c.  Agricultural  cooperatives  having  capital  stock. 

(a  separate  CNI  tax  on  net  income  of  co-ops  is 
in  lieu  of  this  tax. ) 

d.  Productive  and  distributive  co-ops  incorporated 
under  the  act  of  June  7,  1887  (P.L.  365). 

2.  Agricultural  co-ops  incorporated  under  the  act  of  June  12,  1919 
(P.L.  U66)  having  capital  stock  and  not  conducted  for  profit, 
are  exempt  from  the  CNI  tax. 

3.  Productive  and  distributive  co-ops  incorporated  iinder  the  act 
of  June  7,  I887  are  subject  to  the  capital  stock  tax.  Other 
cooperatives  are  exempt. 

U.  Cooperative  Agricultural  Association  Corporate  Net  Income  Tax 
Act  (P.L.  893  of  19^5). 

a.  Imposed  on  incorporated,  cooperative  agricultural 
associations,  having  capital  stock,  organized  under 
the  laws  of  Pennsylvania  or  any  state  and  doing 
business  in  Pennsylvania  or  having  capital  or 
property  employed  in  the  Commonwealth. 

b.  Basis  is  net  income,  equal  to  the  sum  of  the  dividends 
declared  or  paid  on  shares  of  stock,  allocated  to 
Pennsylvania  on  the  basis  of  gross  receipts. 

c.  Rate  is  four  percent. 

d.  Tax  is  in  lieu  of  any  other  excise  tax  including  CNI 
or  property  tax  - except  local  real  estate  taxes. 

e.  Yield  - 1965-66  - $U6,150;  1966-67  - $50,000  estimate. 

5.  Electric  cooperative  corporations  must  file  a membership  report 
(P.L.  1969  of  1937)  and  pay  an  annual  membership  fee  of  $10  for 
each  100  members.  They  are  exempt  from  any  other  Pennsylvania 
taxes . 
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Personal  Property 

Personal  property  of  corporations,  both  tangible  and  intangible,  is  subject 
to  tax  via  the  capital  stock  and  franchise  taxes  and  the  bank  shares  tax.  This 
is  subject,  in  the  case  of  the  former,  to  the  manufacturing  exemption  as  applied 
to  manufacturing  industries.  There  is  no  other  state-level  tax  on  personal 
property. 

Tangible  personal  property  is  not  subject  to  local  taxes.  Intangible 
personal  property  is  subject  to  a four  mill  county  tax  as  well  as  school 
district  levies  of  four  mills  in  Pittsburgh  and  Philadelphia,  and  a city 
levy  of  fo\ir  mills  in  Pittsburgh.  Exemptions  include  securities  of  businesses 
paying  the  capital  stock,  bank  shares  and  corporate  loans  taxes. 

Value-Added 

The  value-added  tax,  considered  an  alternative  to  a corporation  income 
tax,  is  a levy  based  on  the  value  added  at  each  step  in  the  production 
and  distribution  of  a commodity  or  service,  from  the  initial  stage  to  the 
final  retail  sale. 

The  tax  was  in  effect  in  Michigan  for  a number  of  years  - known  as  the 

Business  Activities  Tax  - was  replaced  in  196?  by  a general  income  tax.  It 

has  been  proposed  in  the  past,  but  not  enacted,  in  New  York  and  Alabama. 

The  Michigan  tax,  at  the  time  of  its  enactment  in  1953,  was  the 
unexpected  result  of  a battle  over  a proposed  corporation  income  tax.  Despite 
many  exemptions  and  deductions,  the  tax  contained  many  of  the  characteristics 
of  a pure  value-added  tax  - but  was  neverthrless  classified  legally  as  an 
income  tax.  The  Michigan  Tax  was  imposed  most  recently  at  a rate  of 
T 3/^  percent. 

Investment  Incentives 

The  practice  has  arisenin  both  federal  and  state  taxation  of  encouraging 
certain  kinds  of  expenditures  by  business  through  the  device  of  reducing 

the  business  tax  liability  in  some  manner  that  will  offset  a portion  of  the 
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expenditures.  The  purpose  may  be  to  stimulate  investment  in  new  plant  and 
equipment.  It  may  be  to  encourage  spending  for  socially  desirable  purposes 
such  as  air  and  water  pollution  control  devices  or  contributions  to  higher 
education. 

One  method  of  providing  such  incentives  is  to  reduce  the  tax  base  in 
an  amount  equal  to  all  or  part  of  the  expenditure , or  in  an  amount 
representing  annual  depreciation  on  the  new  plant  and  equipment.  Another 
way  is  to  provide  a direct  tax  credit  equal  to  part  of  the  expenditure, 
spread  over  an  appropriate  period  of  time. 

In  reviewing  practices  in  Pennsylvania  and  ten  competing  industrial 
states,  it  is  found  that  all  those  with  income  taxes  allow  the  federal 
guideline  lives  on  depreciation,  and  that  most  also  allow  the  federal 
accelerated  depreciation. 

Since  1963,  Pennsylvania  has  allowed  an  added  50  percent  depreciation 
deduction  beyond  the  federal  guidelines.  A number  of  states  allow  investments 
in  air  and  water  pollution  control  equipment  to  be  excluded  from  the  tax 
base.  Bills  xmder  consideration  in  the  196?  Pennsylvania  General  Assembly 
would  provide  a direct  tax  credit,  under  the  corporate  net  income  tax,  of 
50  percent  of  the  cost  of  approved  air  and  water  pollution  control  facilities 
at  an  annual  rate  of  five  percent. 

The  cost  of  the  50  percent  added  depreciation  deduction  is  cumulative 
and  is  estimated  by  now  to  approximate  $1  million  annually.  It  has  been 
estimated  that  the  annual  cost  of  the  pollution  control  credit  would  reach 
^25  million  annually  (the  limit  in  the  bills)  in  about  five  years. 

Nuisance  Taxes 

Corporate  Loans  Tax 

The  corporate  loans  tax  is  imposed  by  P.L.  507  of  1913,  as  amended. 
Generally  speaking,  the  tax  applies  to  the  indebtedness  of  Pennsylvania 


■m  ‘ 


P-^  '■'tcf  vyft«  *»nat.^’5tKi  .»»-urtix^ 

1'^' 
‘Wi 

iL;3«  ‘n:f.:W  hiUi  it*  Ml 


I *■  ■ .N 


I M I 


■i  /•' 


.ClPlJ’J 

■i*' 

to.  nufi-TiMx  *aiflK' 


O*  --Wt-Sf  ^flJJOl 


. ' ' ''  -'■'L 


/'  w ftj 


-I 


'”!  u'^’  04  iwjy® 


:-T-,-|  1 ' 'h^'lrvwif 

’'tsnp 

-m- 


■SV 

^^v.'  ftC!  tnit 


1 t: 

^ . -.IS  A -n':? 


■ . 4'jW|ii0 

.-v-'l’*..  -*' 


■ <■•* 


! eXiifin 


ablvo^q" 

■r', 


!'if  ■ t<3  , 

'■  ■ ^mar. 


t ..fi* 


■•'  ■ '"■•■  <1P 

T'  , ..m-j  .^4 1 


. A I'" 

.'•^- 


.’"iWj 

¥}d 


J'.r'  11*- 


i.  10  ra? 


-si . ^ 

,1^-,  ■■  ■■‘-i'.y. 


,,  '.fkAf!!!  , SIJ,  ,,,,,^. 

“{  ".'0'  Poap-qjtJRf  «ii  jpM' 

"■  ■■'"■  ■«  >•■  ' ■ '^  ' 


V-'  •hy4 'i'^''^  »,  3?PttMsK3'*  i 


j"'  j ;; ' 


corporations  which  is  owned  by  individual  residents  of  Pennsylvania,  provided 
interest  is  paid  thereon.  It  also  applies  to  the  indebtedness  of  a foreign 
corporation  doing  business  in  Pennsylvania  and  having  a treasurer  resident 
in  Pennsylvania,  under  the  above  circumstances. 

The  treasurer  of  the  corporation  issuing  the  indebtedness  must 
ascertain  whether  any  owners  are  individual  residents  of  Pennsylvania  and, 
if  so,  the  corporation  must  withhold  the  loans  tax  when  paying  the  interest. 

The  tax  in  fiscal  196?  yielded  $1.9  million. 

Corporate  Excise  Taxes 

The  domestic  excise  tax  (P.L.  564  of  1953)  is  imposed  at  a rate  of 
one-fifth  of  one  percent  on  the  amount  of  authorized  "stated  capital"  of 
Pennsylvania  corporations  and  on  any  increase  thereof.  In  general  "stated 
capital"  is  the  par  value  of  authorized  capital  stock  or  the  consideration 
received  for  the  sale  of  no-par -value  stock.  The  yield  in  1966-6?  was 
$0.9  million. 

Both  taxes  were  changed  from  bonuses  in  1953  in  order  to  qualify  for 
federal  tax  deduction. 

The  foreign  corporation  excise  tax  (P.L.  150  of  1901)  is  imposed  at 
a rate  of  one-third  of  one  percent  on  capital  actually  employed  in 
Pennsylvania  by  a foreign  corporation  and  on  any  increase  thereof.  Capital 
is  construed  to  be  tangible  property.  The  yield  in  1966-6?  was  $3.5  million. 

Taxation  of  Interstate  Business 

The  major  source  of  business  tax  revenues  in  Pennsylvania,  as  in  most 
states,  is  interstate  business.  Unless  minimum  rules  of  \iniformity  in  the 
taxation  of  interstate  business  are  observed  by  the  states  double  taxation 
will  result.  At  the  same  time  tax  avoidance  is  possible. 

Much  confusion  has  developed  with  respect  to  the  issues  involved  since  the 
introduction  in  the  89th  Congress  of  a proposal  (H.R.  11?98)  for  Federal 
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legislation.  The  Task  Force  believes  a brief  review  of  the  background  of 
the  proposed  legislation  will  show  how  this  confusion  has  developed  and 
perhaps  help  to  put  matters  in  proper  perspective. 

In  1959  in  a landmark  decision  (Northwestern  States  Portland  Cement  Co.  v 
Minnesota , 358  U.S.  U50  (l959))jthe  Supreme  Court  extended  the  Jurisdiction 
of  a state  to  impose  an  income  tax  on  an  out-of-state  corporation.  A 
strong  dissenting  opinion  by  Mr.  Justice  Frankfurter  urged  the  Congress 
to  set  standeirds  under  its  power  to  regulate  interstate  commerce. 

As  the  result  of  this  decision  and  pressure  on  behalf  particularly 
of  small  interstate  business,  the  Congress  was  moved  to  exercise  its 
constitutional  authority  to  regulate  interstate  commerce  and,  as  a 
temporary  measure,  enacted  Public  Law  86-272.  This  law  established  minimum 
Jurisdictional  standards  and  charged  the  Committee  on  the  Judiciary 
of  the  House  of  Representatives  with  the  responsibility  of  proposing 
permanent  legislation.  Thereafter,  that  Committee  made  an  exhaustive  study 
over  a four  year  period  which,  in  addition  to  the  need  for  Jurisdictional 
legislation,  disclosed  the  inequities  and  needless  compliance  costs  resulting 
from  the  lack  of  uniformity  of  tax  rules  among  the  states. 

For  many  years  the  states  have  recognized  the  need  for  uniformity  and 

have  sponsored  a suggested  uniform  law.  The  effort  to  have  that  law 
enacted  on  a universal  basis  has  not  met  with  notable  success,  principally 
because  some  states  wish  to  deviate  from  the  uniform  law. 

Since  the  Congress  has  proposed  legislation,  state  tax  administrators 
have  intensified  their  efforts  to  have  the  uniform  apportionment  of  income  law 

adopted  in  the  several  states,  but  still  with  only  limited  success.  With  the 

acknowledged  purpose  of  forestalling  Federal  legislation.  The  Council  of  State 
Governments  has  sponsored  and  advocated  adoption  of  a multistate  tax 
compact  incorporating  uniform  rules.  A multistate  compact  required  Congressional 
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authorization  but  would,  it  is  believed  by  its  proponents,  avoid  specific 
regulatory  Federal  legislation. 

The  states  through  their  tax  administrators  view  Federal  regulatory 
legislation  as  an  usurpation  of  the  states'  powers  to  administer  their 
own  tax  laws.  They  have  focused  upon  the  attempt  at  a multistate  compact 
as  an  alternative. 
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